
Investment Analysis for Intelligent Investors

Siddharth Rajeev, B.Tech, MBA
Analyst

October 5, 2009


2009 Fundamental Research Corp. www.researchfrc.com Siddharth Rajeev, B.Tech, MBA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT

Stockhouse Inc. (TSXV: SHC)–Cost cutting not enough; Liquidity issues looming

Sector/Industry: Technology Services/Financial/Internet www.stockgroup.com

Market Data (as of October 5, 2009)
Current Price C$0.045
Fair Value C$0.26 (↓)
Rating* SELL (↓)
Risk* 4 (Speculative)
52 Week Range C$0.01 - C$0.16
Shares O/S 50.54 mm
Market Cap C$2.27 mm
Current Yield N/A
P/E N/A
P/B -0.71
YoY Return -67.9%
YoY TSX-V -4.3%

*see back of report for rating and risk definitions
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Q2-2009 Highlights

In July 2009, SHC announced it had decided to shut down its mobile
product line because of lower than expected margins and high collection
risk associated with the business.

Q2 revenues dropped by 33%YOY, from $3.27 million to $2.19 million,
and were again below our expectations. Revenues were down 39% YOY
in Q1.

Although market conditions are looking favorable for SHC, increased
competition, and the company’s current liquidity issues, we believe, might
negatively impact SHC’s top-line performance.

We had mentioned in our previous report that aggressive cost cutting is
required to avoid liquidity issues. However, SHC was able to cut operating
costs by only 2.2% QOQ; which was very disappointing.

On a positive note, the redemption date ofSHC’s$0.56 million debenture
was amended from November 2009, to November 2011.

Excluding the debenture and deferred revenues, SHC had a working
capital deficit of $2.76 million at the end of Q2. Our models continue to
indicate the company will have to raise about $1.2 million this year to fund
working capital and operations.

The company continues to actively negotiate with their key vendors to
achieve further cost savings. Considering that it will be tough for SHC to
pursue any equity/debt financings at this time, we believe a liquidity crisis
might be unavoidable at this stage.

(all figures are in US$ unless otherwise noted)

Key Financial Data (Financial Year-End Dec 31)
(US$, 000's) 2006 2007 2008E 2009E 2010E
Revenues 7,766 14,148 11,810 7,891 7,133
EBITDA (622) (4,286) (5,295) (2,112) (1,928)
EBITDA Margin -8.0% -30.3% -44.8% -26.8% -27.0%
Net Income (791) (5,134) (6,546) (2,492) (2,111)
EPS (Basic) (0.02) (0.13) (0.16) (0.05) (0.04)
Assets 3,460 7,811 3,202 1,685 1,624
Debt to Capital 15.1% 16.4% -49.8% -22.7% 0.0%
Free Cash Flow to Equity (445) (3,345) (5,469) (1,959) (2,190)
ROE -61.6% -338.7% n.a. n.a. n.a.
Stockhouse Inc is a provider of financial information, news, and analytical tools to financial services firms, corporations,
and the media. It also provides investors with financial information through leading financial sites such as StockHouse.ca
and Smallcapcentre.com.
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Recent
Developments

Q2 revenues
dropped by
33%YOY

Mobile Business - On July 20, 2009, SHC announced its decision to shut down its mobile
product line because of lower than expected margins (due to a significant drop in
subscribers) and high collection risk associated with the business. Revenues from the mobile
division (which includes revenues from the Stockstream wireless products, and the pager
subscriber base) were $0.56 million in Q2, and $1.14 million in the first six months of
FY2009. The company is now intending to transfer its mobile system technology to its North
American data feeds platform to provide a consumer version.

Deregistration –SHC filed a Certification and Notice of Termination of Registration on
Form 15 with the Securities and Exchange Commission in August 2009. According to
management, this move will result in about $0.45 million in annual cost savings.

Q2 revenues dropped by 33%YOY, from $3.27 million to $2.19 million, and were again
below our expectations. We were expecting a 26% drop. Licensing and subscription
revenues dropped by 31% (our forecast - 29% YOY decrease), and advertising revenues
dropped by 40% (our forecast - 15% YOY decrease). The table below shows the segmented
results.

(in US$ 1000's) Q2 2008 Q2 2009 Growth
L & S 2,567 1,766 -31.2%
Advertising 699 422 -39.6%
Total 3,266 2,188 -33.0%

2008 (6 mo) 2009 (6 mo) Growth
L & S 5,191 3,438 -33.8%
Advertising 1,574 900 -42.8%
Total 6,765 4,338 -35.9%

On a positive note, total revenues were down 39% YOY in Q1 (L&S revenues were down by
36%, and ad revenues were down by 45%); indicating a drop in the decline rate in both
segments in Q2.

The primary reasons for the drop in revenues were:

1. A 17%YOY drop in licensing sales to institutional customers; which accounts for over
50% of the L&S revenues

2. Continued drop in revenues from pager subscribers (53% YOY drop in Q2)
3. A 46%YOY drop in revenues from Stockstream wireless products –which indicates

why SHC decided to shut down its mobile product line in July 2009
4. A 40% drop in ad revenues; data from Google Trends continue to show a decreasing

trend of daily unique visitors to the website (as shown in the following chart).
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Cost cutting not
enough

In our previous report, we had mentioned how a market turnaround would positively benefit
SHC. The fact that SHC reported a lower revenue decline rate in Q2 probably suggests that
SHC’s prospects are gradually improving with the markets. The S&P/TSX Composite index
is up 28%YTD, which means that the market conditions are looking favorable for SHC.
However, increased competition, and the company’s current liquidity issues, we believe,
might negatively impactSHC’s top-line performance.

We have, however, lowered our revenue forecasts (primarily because of the company’s 
decision to shut down its mobile product line) for FY2009, and FY2010, from $8.28 million,
and $8.66 million, to $7.89 million and $7.13 million, respectively.

We had discussed in our previous report how crucial it is for SHC to continue to cut costs to
avoid liquidity issues, even though the company was able to lower its operating costs (which
includes sales and marketing, production development, and general and administrative
expenses) by 72% YOY, to $1.71 million in Q1-20009.

SHC was able to cut operating costs by 53%YOY in Q2, but by only 2.2% QoQ; which was
very disappointing. SHC was only able to cut product development costs; G&A and selling
costs changed little QOQ. This indicates that further costs cutting might be very difficult for
the company going forward if it has to maintain its revenue streams.

Gross margins dropped YOY, from 56% to 50%, in Q2; primarily due to the drop in
revenues. The table below shows margin comparisons.

Margins Q2 2008 Q2 2009 2008 (6 mo) 2009 (6 mo)

Gross 56% 50% 57% 52%
EBITDA -52% -26% -48% -26%
Net -84% -31% -62% -31%

Although the company reported significant improvements in EBITDA and net margins
(primarily due to aggressive cost cutting), we believe it might not be enough to overcome
liquidity issues.
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EPS Forecasts

Cash flows and
liquidity

Stock options

Valuation

The company posted an EBITDA of ($0.58 million), and a net loss of $0.67 million (EPS: -
$0.02) in Q2-2009, versus ($1.69 million) and $2.75 million (EPS: -$0.07), respectively, in
the comparable period in the previous year.

Our revised EPS forecasts for FY2009, and FY2010, are net losses of $2.49 million (EPS: -
$0.05) and $2.11 million (EPS: -$0.04), respectively. Our previous forecasts were net losses
of $2.13 million and $1.82 million, respectively.

SHC spent only $0.14 million on operating and investing activities in Q2, versus $1.16
million in Q2-2008, and $0.31 million in Q1-2009. All cash outlays were funded by cash on
hand. As a result, cash position dropped QOQ, from $0.52 million to $0.35 million. At the
end of Q2, working capital deficit and current ratio were $3.72 million and 0.3x,
respectively.

(in US$, 000s) 2005A 2006A 2007A 2008A Q2 2009
Working Capital 1,275 998 (694) (2,541) (3,717)
Current Ratio 1.76 1.50 0.89 0.49 0.28
Debt / Capital 8.7% 15.1% 16.4% -49.8% -22.3%
Interest Coverage Ratio (EBIT) (8) (37) (63) (226) 26.85

The working capital deficit at the end of Q2 includes $0.56 mm in debentures. However, on
September 15, 2009, SHC announced it reached an agreement with its debentures holders to
amend the redemption date from November 2009, to November 2011. SHC issued 2.64
million shares to the debenture holders.

Excluding deferred revenues and the outstanding debenture, the company had a working
capital deficit of $2.76 million at the end of Q2. Our models continue to indicate the
company will have to raise about $1.2 million this year to fund working capital and
operations. The company continues to actively negotiate with their key vendors to achieve
further cost savings. Considering that it will be tough for SHC to pursue any equity/debt
financings at this time, we believe a liquidity crisis might be unavoidable at this stage.

At the end of Q2-2009, the company had 3.15 million stock options (with a weighted
average exercise price of $0.26 per share) outstanding.

Our revised DCF valuation dropped from C$0.33 to C$0.26 per share as shown in the table
on the next page.
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Rating

Risks

DCF Valuation Model (in US$)
2009E(H2) 2010F 2011F 2012F 2013F 2014F 2015F Terminal

FFO $ (971) (1,783)$ (535)$ 120$ 819$ 1,797$ 2,609$ 2,812$
-increase in w/c (469)$ (307)$ (991)$ (203)$ 152$ 159$ 175$ 96$
=CFO (1,440)$ (2,090)$ (1,526)$ (82)$ 971$ 1,956$ 2,784$ 2,908$
-capex (69)$ (100)$ (250)$ (250)$ (250)$ (250)$ (250)$ (250)$
FCF (1,509)$ (2,190)$ (1,776)$ (332)$ 721$ 1,706$ 2,534$ 2,658$

PV (1,426)$ (1,848)$ (1,338)$ (223)$ 433$ 915$ 1,213$ 14,140$

Discount Rate 12.00%
Terminal Growth 3.00%
Shares O/S 50,536
Sum PV $11,866
Cash - Debt (231)
PV Equity $11,635
Value Per Share (in US$) $0.23
Value Per Share (in C$) $0.26

The industry average (average of Internet Information Providers and Information and
Delivery Services) P/S is 3.2x (2.7x at the time of our previous report), while SHC is
currently trading at a forward P/S of only 0.25x. Based on the industry average P/S, we
believe SHC should trade at C$0.43 per share. (Note that we have continued to apply a 25%
discount to the industry average ratio to account for SHC’s relatively smaller size).

Although our valuation models continue to show that SHC is undervalued at current
price levels, we have downgraded our rating from HOLD to SELL based on the
looming liquidity crisis.

Stock market volatility affects SHC’s revenue streams: SHC’s sales are tied to public 
interest in stock markets. Their licensing and subscriptions business is driven by demand for
market information from customers. The number of hits on the StockHouse website is
directly linked with the fortunes of the stock market.

Threats from bigger players to replicate their business model: SHC faces a threat from
bigger players, which may replicate its business model. Since online content providers thrive
on innovation, SHC could lose its edge once bigger players release similar models into the
market. However, since StockHouse already has critical mass in user-generated content, we
believe, entry barriers are high in this business.

Volatile Trading: As a small cap stock, investors may face liquidity problems

Access to capital and share dilution

We maintain our risk rating at 4 (Speculative).
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Appendix

Year ended December 31
(expressed in US$, 000's) 2007A 2008A 2009F 2010F

REVENUE
Revenues 14,148 11,810 7,891 7,133
Cost of revenues 5,986 5,236 3,945 3,388
Gross profit 8,162 6,574 3,945 3,745

EXPENSES
Sales and Marketing 4,869 4,403 1,997 1,805
Product development 1,925 1,434 427 448
General and Administrative 5,654 6,032 3,633 3,419
Total Expenses 12,448 11,869 6,057 5,673
EBITDA (4,286) (5,295) (2,112) (1,928)
Amortization and Depreciation 951 1,717 306 184
EBIT (5,237) (7,012) (2,417) (2,112)

Interest and other income 180 36 26 0.7
Interest expense (83) (31) (100) (0)
Other income (expense) 10 456 -
Profit before effect of change in accounting
principle (5,130) (6,551) (2,492) (2,111)
Cumulative effect of change in accounting principle - - - -
EBT (5,130) (6,551) (2,492) (2,111)
Taxes 4 (5) - -
Net Income (5,134) (6,546) (2,492) (2,111)
Earnings (loss) per share (0.13) (0.16) (0.05) (0.04)

CONSOLIDATED STATEMENT OF OPERATIONS
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As at December 31
(expressed in US$, 000's) 2007A 2008A 2009F 2010F

ASSETS
Current
Cash and cash equivalents 2,821 859 22 28
Net accounts receivable 1,906 1,327 975 942
Prepaid expenses & Marketable Securities 752 253 186 237
Total current assets 5,479 2,439 1,183 1,206

Intangible Assets 1,530 208 142 142
Goodwill 99 - - -
Property and equipment, net 703 555 359 276
Total Assets 7,811 3,202 1,685 1,624

LIABILITIES AND SHAREHOLDERS’ EQUITY 
Current
Bank indebtedness - - - -
Accounts payable, liabilities and accrued comp 4,642 3,646 3,629 3,171
Deferred revenue 1,341 711 473 642
Current portion of capital lease obligation 190 78 4 -
Debentures 545 593
Total current liabilities 6,173 4,980 4,107 4,406

Capital lease obligation 66 4 - -
Long-term payables 41 - - -
Debentures 569
Long-term deferred revenues 15 103 103 103
Total liabilities 6,295 5,087 4,779 4,509

Shareholders’ equity (deficiency)
Issued and outstanding shares 18,902 21,879 23,008 25,184
Additional paid-in capital 3,652 3,820 3,974 4,118
Accumulated Profit (Deficit) (21,038) (27,584) (30,076) (32,187)
Total shareholders’ equity (deficiency) 1,516 (1,885) (3,094) (2,885)
Total Liabilities and Shareholder's equity 7,811 3,202 1,685 1,624

CONSOLIDATED BALANCE SHEET
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Year ended December 31
(expressed in US$, 000's) 2007A 2008A 2009F 2010F
OPERATING ACTIVITIES
Net income (loss) (5,134) (6,546) (2,492) (2,111)

Add (deduct) non-cash items
Amortization 446 340 306 184
Amortization of Intangible Assets and others 505 1,377
Stock based compensation 216 177 154 144

Funds from Operations (3,967) (4,652) (2,033) (1,783)
Net change in operating assets and liabilities 1,532 (650) 165 (307)
Cash provided by operating activities (2,435) (5,302) (1,868) (2,090)

FINANCING ACTIVITIES
Net proceeds from issuance of common stock 4,129 2,969 1,200 2,200
Proceeds on exercise of warrants - - - -
Proceeds on exercise of stock options 182 167 - -
Notes payables/Debentures 545 -
Repayment of capital lease obligation (158) (174) (78) (4)
Share Buyback - - - -
Cash provided by financing activities 4,153 3,507 1,122 2,196

INVESTING ACTIVITIES
Purchase of property and equipment (324) (192) (44) (100)
Acquisition of MFD (348)
Acquisition of Semotus (238) (50) (47)
Proceeds on disposition of property and equipment - 75 - -
Cash used in investing activities (910) (167) (91) (100)

Increase in cash and cash equivalents 808 (1,962) (837) 6
Cash and cash equivalents, beginning of year 2,013 2,821 859 22
Cash and cash equivalents, end of year 2,821 859 22 28

CONSOLIDATED STATEMENT OF CASH FLOWS
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Fundamental Research Corp. Equity Rating Scale:
Buy–Annual expected rate of return exceeds 12% or the expected return is commensurate with risk
Hold–Annual expected rate of return is between 5% and 12%
Sell–Annual expected rate of return is below 5% or the expected return is not commensurate with risk
Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:
1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operates in a regulated industry.
The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of profitability. The capital structure is
conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are relatively less sensitive
to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated its ability to generate positive free cash flows
(though current free cash flow may be negative due to capital investment).  The company’s capital structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and cash flow are sensitive
to economic factors although the company has demonstrated its ability to generate positive earnings and cash flow. Debt use is in line with industry averages, and
coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt use is higher. These companies may be in start-up mode or in a
turnaround situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and unproven products.
Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity issues, and may rely on external funding.
These stocks are considered highly speculative.

Disclaimers and Disclosure
The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates and 
opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or correctness.
There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not own any shares of 
the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business with the subject
company. No fee has been paid by SHC to FRC for coverage. In return for coverage, SHC has granted FRC access to certain SHC distribution channels. FRC takes steps
to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and Standards of Professional Conduct.
Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release of the reports, and release of liability for
negative reports are protected contractually. To further ensure independence, SHC has agreed to a minimum coverage term including 8 reports. Coverage cannot be
unilaterally terminated. Distribution procedure: our reports are distributed first to our web-based subscribers on the date shown on this report then made available to
delayed access users through various other channels for a limited time. The performance of FRC’s research is ranked by Investars. Full rankings and are available at
www.investars.com.

The distribution of FRC’s ratings are as follows: BUY (68%), HOLD (11%), SELL (5%), SUSPEND (16%).
To subscribe for real-time access to research, visit http://www.researchfrc.com/subscription.htm for subscription options.

This report contains "forward looking" statements. Forward-looking statements regarding the Company and/or stock’s performance inherently involve risks and
uncertainties that could cause actual results to differ from such forward-looking statements. Factors that would cause or contribute to such differences include, but are not
limited to, continued acceptance of the Company's products/services in the marketplace; acceptance in the marketplace of the Company's new product lines/services;
competitive factors; new product/service introductions by others; technological changes; dependence on suppliers; systematic market risks and other risks discussed in the
Company's periodic report filings, including interim reports, annual reports, and annual information forms filed with the various securities regulators. By making these
forward looking statements, Fundamental Research Corp. and the analyst/author of this report undertakes no obligation to update these statements for revisions or
changes after the date of this report. A report initiating coverage will most often be updated quarterly while a report issuing a rating may have no further or less frequent
updates because the subject company is likely to be in earlier stages where nothing material may occur quarter to quarter.
Fundamental Research Corp DOES NOT MAKE ANY WARRANTIES, EXPRESSED OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS
INFORMATION AND MAKES NO EXPRESS OR IMPLIED WARRANTIES OR FITNESS FOR A PARTICULAR USE. ANYONE USING THIS REPORT
ASSUMES FULL RESPONSIBILITY FOR WHATEVER RESULTS THEY OBTAIN FROM WHATEVER USE THE INFORMATION WAS PUT TO. ALWAYS
TALK TO YOUR FINANCIAL ADVISOR BEFORE YOU INVEST.   WHETHER A STOCK SHOULD BE INCLUDED IN A PORTFOLIO DEPENDS ON ONE’S 
RISK TOLERANCE, OBJECTIVES, SITUATION, RETURN ON OTHER ASSETS, ETC. ONLY YOUR INVESTMENT ADVISOR WHO KNOWS YOUR
UNIQUE CIRCUMSTANCES CAN MAKE A PROPER RECOMILLIONENDATION AS TO THE MERIT OF ANY PARTICULAR SECURITY FOR INCLUSION
IN YOUR PORTFOLIO. This REPORT is solely for informative purposes and is not a solicitation or an offer to buy or sell any security. It is not intended as being a
complete description of the company, industry, securities or developments referred to in the material. Any forecasts contained in this report were independently prepared
unless otherwise stated, and HAVE NOT BEEN endorsed by the Management of the company which is the subject of this report. Additional information is available
upon request. THIS REPORT IS COPYRIGHT. YOU MAY NOT REDISTRIBUTE THIS REPORT WITHOUT OUR PERMISSION. Please give proper credit,
including citing Fundamental Research Corp and/or the analyst, when quoting information from this report.

Fundamental Research Corp is registered with the British Columbia Securities Commission as a Securities Adviser which is not in any way an endorsement from the
BCSC. The information contained in this report is intended to be viewed only in jurisdictions where it may be legally viewed and is not intended for use by any person or
entity in any jurisdiction where such use would be contrary to local regulations or which would require any registration requirement within such jurisdiction.


